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A. THE 2011 GLOBAL ECONOMY 


Persistent problems in public debt and budget deficit have dominated the world news during 2011, especially in 
the Eurozone. That Moody downgraded Greece and Spain’s ratings raised financial investors’ fear, which resulted 
in a continued rise in borrowing costs for weaker members of the zone. On the other side of Atlantic Ocean, 
Standard & Poor’s changed US debt outlook from stable to negative after disagreements among the nation’s 
political parties on expenditure cuts. Earthquakes and tsunami, which occurred in March in Japan, worsened the 
overall state of financial markets over the world. Oil price unexpectedly surged in April due to fears of supply 
disruptions stemming from social and political unrest in the Middle East and North Africa. As a consequence, gold 
price continually hit new record levels during the period from July to September as international investors rushed 
to seek a safe haven, especially when Standard & Poor’s downgraded the US’s rating from AAA to AA+ in August. 


Remarkably, in 2011 China surpassed Japan to become the world’s second largest economy. During the post- 
stimulus period, the country’s government had to raise official interest rates a number of times in an effort to 
prevent its overheating economic growth from high inflation. Also, the government commenced rebalancing its 
economy by encourage private consumption and decreasing reliance on exports via its 12th Five Year Plan 
announced in March. 


Table 1: Global and regional growth rates of real gross domestic product 2010-2012 


GDP growth (%) 2010 2011* | 2012* 


World 5.2 3.9 3.8 
Asia Pacific 8.4 6.3 6.5 
Australasia 2.6 1.8 3.3 

Eastern Europe 3.3 3.7 3.2 
Latin America 6.1 4.5 4.0 


Middle East and Africa | 4.7 4.4 4.3 


North America 3.0 1.6 1.8 


Western Europe 2.3 1.9 0.7 


Source: IMF; *Released in December 2011 


As released by the IMF, global economic growth rate would be about 3.8% in 2012, decreasing from the 2011’s 
estimated figure of 3.9% and 5.2% of 2010. Austerity measures would replace stimulus programmes, and 
consequently most developed economies would grow under its real capacity in 2012. However, outlook for 
developing economies is brighter due to the reasoning that decrease in exogenous demand would be 
compensated by an increase in encouraged domestic demand thanks to their governments’ flexible economic 
policies. 


B. THE VIETNAM 


ECONOMY 


I. An overview of the 2011 Vietnam macroeconomy 


Economic growth 


Vietnam economy has gone through the year 2011 with a galloping rate of inflation. Local businesses, especially 
SMEs, have been suffering from disadvantageous effects of the tight monetary and fiscal policies, which have 
been seriously implemented by the Government via Resolution No. 11/NQ-CP. Consequently, although the 
planned growth rate was set at 6%, the year’s real GDP just grew by 5.89%, which is also significantly lower than 
the 2010’s figure of 6.78%. However, in comparison with regional peers, Vietnam’s economic growth in 2011 is 


regarded relatively higher. 


Figure 1: GDP growth by industry over years(%) 
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Figure 2: Retail sales (m-o-m) 
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Inflation 


Source: CEIC, GSO 


2011’s consumption price level rose by 18.58% y-o-y in average. Under pressures from the depreciating local 
currency, rising price of energy commodities and a large money supply, the April's CPI rose by 3.32% m-o-m to 
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9.64% y-t-d. From May, thanks to the Government’s tough measures the index decelerated and its month-over- 
month growth fell to below 1% from August. Amid the eleven goods and services groups in the CPI basket, only 
Post & Telecommunications had a decrease of 2.13% y-o-y in price; in contrast, price levels of Foods & Foodstuffs 
and Education rose to over 20% y-o-y. 


Figure 3: Inflation in 2010-2011 
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Foreign Direct Investment 


FDI flows into Vietnam continued to decline in total value. More specifically, total registed amount in 2011 reached 
about USD14.7bn, a year-over-year decrease of 26%; in which, newly registered amount decreased by 35% to 
USD11.6bn. Remarkably, while 34.3% of the 2010’s total registered FDI flowed into real estate investment, in 
2011 it accounted for only 5.8%. The proportion of funds for industry and construction increased from 54.1% in 
2010 to 76.4% in 2011. About USD11bn was disbursed in 2011, approximately equal to the 2010’s figure. 


In summary, FDI targets of registered USD20bn and disbursed USD11.5bn were not met. Beside exogenous 
causes of public debt crisis and turmoil in global financial markets, the fall in FDI is seen to be attributable to the 
country’s macroeconomic instability and weaknesses in infrastructure. 


Figure 4: Registered and disbursed FDI by quarter (bn Figure 5: Registered and disbursed FDI over years (bn 
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Exports and Imports 


Vietnam trade continued to grow steadily in 2011 as the export turnovers reached USD96.3bn, reflecting a rise of 
33% from 2010. The import turnovers of 2011 were about USD105.8bn, which showed an increase of 24.7% from 
2010. Thus, 2011 trade deficit was approximately USD9.5bn, equaling 9.9% of the total export turnovers of the 
same year which is below the target of 16% set forth by the Government. Remarkably, if the rise in price is 
eliminated, the export turnovers grew by 11.4% against 2010 while the import turnovers increased by 3.8%. 


Figure 6: Overseas remittance over years (mil USD) Figure 7: Trade balance in 2011 (bn USD) 
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USD/VND exchange rate 


The local currency depreciated substantially in the early months in 2011, but then remained fairly stable up to now. 
From the late months in 2010, the dollar in the unoffical market rose sharply to over 21,500VND/USD, about 10% 
higher than the official exchange rate. The pressure forced the SBV to depreciate the dong by raising the 
USD/VND interbank exchange rate to 20,693VND/USD on the eleventh of February, equivalent to a depreciation 
of 9.3% - the strongest decrease in value of the VND since 2008. Also, the trading amplitude was narrowed down 
to 1% from 3% which had been applied since December 2008. Tension in the foreign exchange market started 
calming down in the last two quarters thanks to the SBV’s determination and tough moves in regulating the 
domestic gold and foreign exchange markets. During the last nine months, 16 additional incremental adjustments 
pushed the official exchange rate to the level of 20,828 VND/USD at the end of 2011. To sum up, the local 
currency lost 10% in value against the dollar in 2011. 


Figure 8: USD/VND exchange rate in 2011 Figure 9: Foreign reserves by quarter (bn USD) 
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Figure 10: Policy interest rates (%) 
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Interest rates 


Lending interest rates stayed fairly stable through the whole year. Particularly, the lending rates for agricultural and 
export sectors were ranging from 17% to 19% per annum, while those for production sectors were about 17-21% 
p. a., and non-production sectors about 22-25%. Meanwhile, the mobilization rates of deposit were controlled not 
to exceed 14% p.a. for term deposits equal to or longer than 1 month and not to be above 6% for deposits shorter 
than 1 month. 


In the open market operations, the interest rate went up gradually to 10% p.a. and reached 15% at the end of the 
second quarter. From the third quarter, the lending rate in the OMOs was kept at 14% per annum. Meanwhile, in 
the interbank the lending rate for the domestic currency fluctuated fiercely in the year-end months. Trading volume 
mostly focused on tenors shorter than 2 weeks. During the year, the average overnight lending rate increased 
from 11.99% per annum in January to 14.1% in December. 


Figure 11: Average VND interbank rates (%) Figure 12: Interest rates and net balances in the open market 
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Source: CEIC, SBV 


2011’s credit growth reached 12%, below the ceiling rate of 20% set forth in Resolution No. 83/NQ-CP. Growth for 
VND credit was fairly low at 10.2%, whereas the growth for the USD credit was quite high at 18.7%. In an effort to 
confine the very high USD credit growth, the SBV continually raised requirement reserve ratio from 4% to 8% for 
USD term deposits less than 12 months and to 9% for ones greater than or equal to 12 months. 


Figure 13: Credit growth in 2011 (%) Figure 14: Money supply M2 (%) 
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Source: SBV, VCBS 


Il. Update of Vietnam macroeconomy in 2012 


Economic growth slowed down in January 2011. Industrial production index declined by 12.9% m.o.m and 2.4% 
y.o.y. Major agro-culture products including rice, coffee, rubber, and seafood are estimated to decrease against 
those of 2011 due to high lending expenses, rising costs of businesss, while the product prices cannot be raised 
accordingly. 


CPI of January 2012 was 1% m.o.m and 17.27% y.o.y showing deceleration of inflation. Except for the group of 
Foods and Foodstuffs and Education, which rose high in price to meet the demand during Tet holidays, other 
types of commodities did not have a remarkable change in price. 


Total import and export turnovers in January 2012 were USD6.6bn and USD6.5bn respectively, down by 29.5% 
and 11.1% as compared to those in the same period of 2011. Accordingly, the trade deficit in January was 
USD100mn, equivalent to 1.5% of the total export turnover in January. 


FDI in January plunged to USD37.3mn with USD29.5mn for new projects and 7.8mn for ongoing ones. These 
figures just equalled 22.8% the number of newly registered projects and 2.5% of investment capital of January 
2011. Similarly, FDI disbursement in January was estimated at USD400mn, indicating a decrease of 4.8% against 
last year. 


Total retail and services revenues in January 2012 reached VND191.1bn, up by 22% as compared to that of the 
same period of 2011. However, in case the influence of price factor is excluded, this revenue rose by only 4%, 
which was much lower than the level of 8.7% in January 2011. 


The exchange rate was kept stable at VND20,828 during the early months of the year 2012, unchanged since 
December 26 2011. A number of reasons could well explain the success of SBV. The enterprises have yet to 
launch their budiness plans during the Tet holiday month. The decreasing import demand drove down the need for 
this currency while improvement of exports further brought surplus of USD supplies. 


lll. A predictive view of Vietnam macroeconomy in 2012 


In 2012 the country’s monetary and fiscal policies would continue to be tightened. In particular, as publicly stated 
in a recent speech by the SBV’s Governor, the year’s growth rate of total liquidity would be kept ranging from 14% 
to 16%, meanwhile the credit growth rate would be controlled at 15-17%. The fairly low planned growth rate of 
credit, as compared to the last-10-year average of 29.4% and to the last-5-year average of 33%, is expected to 
help the work of stabilizing the economy via curbing inflation. 


In terms of the world economy, result of concerns about a spillover of public debt crisis would be expenditure cuts 
by countries’ governments and consumers, leading to a decrease in global aggregate demand level. This may end 
up with negative economic growth and deflation in some developed economies. Besides, that the credit ratings 
agencies downgraded many countries’ ratings would spread higher risk aversions to financial markets, very likely 
resulting in contraction of foreign indirect investment, particularly capital outflows from risky emerging markets. As 
a corollary, Vietnam’s export growth would slow down, meanwhile its demand for imports would remain high. 
Registered as well as disbursed FDI flows into the economy are likely to decrease. In fact, the total registered 
amount in 2011 fell by about 20% y-o-y. Foreign indirect investment in the secondary listed securities markets 
would be narrowed, but would possibly flow into the primary market if the equitization process of SOEs was 
accelerated. 


A desired surplus in Vietnam’s balance of payments in 2012 would mainly depend on effectiveness of the 
government actions in its solutions to trade deficit, to its people’s high demand for foreign currency and gold, and 
to retardation of its securities markets. Although in a recent press meeting on January 1st, the State Bank 
Governor assured that in 2012 the domestic currency would not depreciate over 3% against the US dollar, but we 
predict that the exchange rate would be in the range of 22,600-23,100VND/USD at the end of 2012, equivalent to 
a depreciation of 5-7%. 


In 2012, major changes in the economic system are imperative to improve the efficiency of the economy, by which 
to maintain the country’s political and social stability. Restructuring the economy through restructuring the banking 
system and SOEs, improving efficiency of public investment, and simplifying administrative procedures, by nature 
would help raise its production capacity, or potential output, thereby improve the aggregate supply whereas its 
aggregate demand always increases with high speed as a typical characteristic of the emerging economy. Even 
when the two policies would continue to be tightened and the exchange rate be well-controlled, the country would 
still face high risk of galloping inflation due to ever-rising pressure of price liberalization on its economy which has 
been on the path of global integration. Although recently, the Government has requested the State Bank to 
consider reducing the level of interest rates, as discussed in our recent periodic reports, the level would hardly be 
decreased because there exist many factors still threatening to drive down the inflation rate, such as high 
seasonal consumption demand during the first lunar month, significant increases in electricity price, or adjustment 
of minimum wage. Academically, Thomas J. Sargent -2011 Nobel Prize laureate in Economics - has proved that 
the public's expectations and the Central Bank’s knowledge of inflation are formed in a gradual manner, which 
explains why reducing inflation usually takes a long time. 


For the purpose of diminishing inertia in people’s expectations of 2012’s macroeconomic variables, there recently 
appeared many soothing statements by regulators; but, in review of the history of the Government's progress of 
planning and regulating the macroeconomy over the last few years, we recognize that more positive 
macroeconomic evidences are required for a more optimistic forecast. 


Table 2: VCBS Research’s forecast on Vietnam’s macroeconomic variables in 2012-2014 


Variables 2012 2013 
GDP growth rate (%) 5.8-6 | 6.8-7 | 7-7.2 
Inflation rate (%) 11-13 7-9 7-9 


Deposit mobilizing interest rate (%) | 11-12 8-9 8-9 


Source: VCBS Research 


C. THE CAPITAL MARKETS IN 2011 
I. The government bond market 


1. THE PRIMARY MARKET 


Government bonds 


Auctions in the government bond market in 2011 were less active than those of 2010. In particular, total value of 
ST, VDB and VBSP bonds issued in the year was VND104,581bn, indicating a fall of VND5,500bn from 2010. In 
which, VDB and VBSP bonds accounted for VND34,975bn and VND9,297bn respectively, whereas ST bonds 
covered VND60,309bn (with an amount of VND10,000bn issued directly to Vietnam Social Insurance or via the 
SBV excluded). Accordingly, the State Treasury’s bond issuance just fulfilled about 87.5% of its target, which was 
adjusted from VND90,000bn to VND80,000bn in accordance with the Government’s guideline of contracting public 
invesment. In the mean time the VDB’s bond issuance completed its target of VND35,000bn which was also 
adjusted from VND45,000bn. 


In terms of interest rate, the rates of ST bonds were quite stable in all tenors during 2011, particularly 12.1% per 
annum for 3 years, 12.15% p.a. for 5 years and 11.2% p.a. for 10 years. Premia for government-guaranteed bonds 
were ranging from 10bps to 30bps apart compared to ST bonds. The ceiling rate seems to have been overused in 
auctions as one of the Government’s tools to lead investors’ expectation on interest rate in the capital market. 


Although targets of bond issuance in 2012 have not been announced yet, the State Treasury is planning to issue 
VND25,000bn of bonds in the first quarter. 


Table 3: Ceiling rates set for government bonds (%) 


2010 2011 

Tenors Quarter | Quarter Il Quarter Ill Quarter IV Quarter | Quarter Il Quarter Ill Quarter IV 
2 years 10.8-12.1 10.9-12 10.9- 11.5 11-13.2 11-11.4 11-11.4 
(11.8-14.5) (10.5-13 (10.6 - 13.5) (11-13.5) (11-13.5) (11-13.5) 
3 years 11.5-12.5 10.6-11.4 9.78-9.8 9.5-9.7 11-13.3 11-13.3 11-13.5 11-13.3 
(11.95-14) (10.5-11.5 (9.5-11.9) (9.5 - 11.8) (10.6-15) (11.8-17) (11-16) (11-16) 
5 years 11-13 10.95-11.5 10.3-10.4 10.2-10.4 11.2-13.2 11.5-13.2 11.4-13.2 11.4-13.2 
(11-11.5) (10.8-13 (10.1-11.2) (10.19-12) (11.1-17) (11.5-17) (11.5-17) (11.5-17) 
10 years 11-11.3 10.8 10.5-10.8 11.5-12.2 11.5-12.2 11.5-12.2 11.5-12.2 
(11.3-15 (11-12.5) (10.79-10.9) (11.5-18) (11.6-18) (11.49-18) (11-18) 


Source: HNX. In parentheses are bidding rates by bond investors. 
An appendix of corporate bonds 


Total value of corporate bonds issued in 2011 was VND6,000bn, equivalent to 10% of the total in 2010. Most 
issuers were small and medium enterprises, which used corporate bonds as a substitute for loans, and bond 
buyers, were mainly credit institutions. Regarding 2-year and 3-year bonds issued by big companies such as EVN, 
Vinacomin, Vietinbank, Vietnam Steel Corporation, or HAGL Group, fixed interest rates were ranging from 16% to 
18% per annum, while floating rates were mostly between 19% and 21% p.a. The sluggishness in the corporate 
bond market in 2011 could mainly be attributable to negative impacts of the tight monetary and fiscal policies, 
which restricted enterprises to reach a successful issue. Furthermore, stricter regulations on supervising corporate 
bond issuance, which became effective in 2011, also contributed to the reduction. For instance, Law on Credit 
Institutions, taking effect since 2011 stipulates that bond investment must be counted as a credit loan of banks. 
Decree No. 90/2011/ND-CP being effective on December 1st, 2011 also specified stricter requirements for 
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corporate bond issuance while Circular No. 28/2011-TT-NHNN effective on October 20th, 2011 defined more 
qualified conditions for corporate bond buyers. 


2. THE SECONDARY MARKET 


Total trading value in the secondary government bond market in 2011 was VND61,649bn, equivalent to 702.2 
million bond units exchanged. The value equals 69.9% of the 2010’s figure. Both trading volume and value 
increased quarter by quarter during the year. Remarkably, expectations of the Government's cut in interest rates 
resulted in a surge of bond trading in June and July. Particularly, the June’s trading value of VND14,699bn was 
equivalent to 24% of the first nine months. 


In 2012, VND72,379bn would be matured; 43% of which would be due in the first quarter. If the interest rates in 
the banking system continues, we expect that the secondary market would be quite active in the first quarter, 
particularly with long-term bond transactions. 


Figure 15: Bond trading in the secondary market 
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Source: HNX 
3. UPDATE OF THE GOVERNMENT BOND MARKET IN EARLY 2012 


Primary market: The government bond market has gradually returned to the active stance after the Tet holidays. 
So far VND 12,230bn value of bonds were successfully sold to investors, including VND5,880bn ST bonds, 
VND4,000bn VDB bonds, and VND2,250bn VBSP bonds. High bid-to-cover ratios despite lower winning rates 
indicate rising interest of investors in government bond auctions. Investors are inclined to be in favor of 3-5Y 
bonds while those of 10Y ST bonds and VEC bonds were not well perceived, reflected through their failures / low 


rate of success in auctions. 


Secondary market: Similarly secondary trading accelerated its momentum with trading volume and value up to 
11 February 2012 averaged at 11.3mn bond units and VND 1,071.5bn respectively. Yields for short to mid term 
tenors were kept fairly stable while those for long term ones were slightly up. 


Il. The stock market 


VIETNAM STOCK MARKET IN 2011 


In 2011, the major trend of Vietnam stock market was bearish. On 30" December 2011, VN-Index and HNX-Index 
closed at 351.55 and 58.74 points respectively, against the beginning of 2011. VN-Index declined sharply by 
27.46% while HNX-Index lost by more than 48%. The average value in 2011 of either Ho Chi Minh or Hanoi stock 
exchange also plummeted by over 60% compared to the previous year. 
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Figure 16: VN-Index and HNX-Index in 2011 


SVN Index - 27.46% 


450 5 


400 > 


350 > 


§ HNX Index - 48.58% 


yr 140 


"230 


fF 120 


fr 110 


; 100 


~ 80 


+ 70 


- 60 


nS nN NS XN 
S S 
Pe 
oY SY S 
S S) S 
SS 


xn NN 
os 
Ho 
rr 
Y § 


Y 
nds N 


3S" EX 
3 > nb 


——VN-Index 


1. Exchange rate increased by 9.3% 

3. February CPI increased by 2.09% 

5. March CPI increased by 2.17% 

7. Required reserve ratio of USD increased 
9. May CPI increased by 2.21% 

11. June CPI increased by 1.09% 

13. August CPI increased by 0.93% 

15. September CPI increased by 0.82% 

17. November CPI increased by 0.39% 
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2. Refinancing rate increased to 11% 

4. Refinancing rate increased to 12% 

6. Refinancing rate increased to 13% 

8. April CPI increased by 3.32% 

10. Required reserve ratio of USD increased 
12. July CPI increased by 1.17% 

14. Deposit interest rate capped at 14% 

16. October CPI increased by 0.36% 

18. December CPI increased by 0.53% 


Sources: VCBS 


Two short recovery periods occurred in 2011. The first one was from late May to mid-June when share prices were 
quite low and became attractive to speculators. The next one occurred in the third quarter of 2011 at the news of 
Vietnam MoM CPI being less than 1% for the first time in 2011, which implied that the inflation might be kept under 
control and stabilized and of SBV announcement that the interest rate could be lowered. As a result, share prices 
increased significantly from mid-August to mid-September. Later, the market turned bearish. 


Figure 17: VN-Index and trading volume in 2011 
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Sources: VCBS 


Figure 18: HNX-Index and trading volume in 2011 
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Sources: VCBS 
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STOCK MARKET HIGHLIGHTS IN 2011 


e Foreign investors’ trading declined due to the uncertainties of both the domestic and global economy 


Year 2011 witnessed a significant withdrawal of foreign indirect investment (FIl) from emerging markets, including 
Vietnam. Obviously, growing worries over the global economic recession, a sequence of unresolved public debt 
crisis in Europe, led to a decrease in global investors’ appetite for risky assets such as stocks in 2011. Besides, 
the instability of Vietnam macroeconomy also had a negative impact on foreign investors’ trading. In February, 
USD/VND exchange rate rallied by more than 9%. In the following months foreign investors decreased their net 
buy in term of value, then turned to net sale tendency since third quarter of 2011. 


Figure 19: Net foreign buy value by month 
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Sources: VCBS 


In 2011, foreign investors paid high attention to large-cap stocks. They dominated both the lists of top stocks 
bought and sold by foreign investors in terms of total value. 


Figure 20: Top 10 stocks by net foreign buy value in 2011 
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Figure 21: Top 10 stocks by net foreign sell value in 2011 
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Sources: VCBS 


e Rates of return of Vietnam listed stocks in 2011 varied in accordance with market capitalization; the large- 
cap group had higher return than two other groups. 


In 2011, both HNX-Index and VN-Index followed a fairly consistent downward trend. Also, rates of return of VCBS 
MidCap and VCBS SmallCap Index were negative, -29.66% and -43.09% respectively. On the other hand, the rate 
of VCBS LargeCap Index was posted at -6.70%, much better than not only the indexes of MidCap and SmallCap 
but also HNX-Index and VN-Index. Despite the major bearish trend of the market, VCBS LargeCap Index 
remained quite stable. 


Figure 22: Rate of return movements of the three stock groups 
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VCBS SmallCap Index 


Sources: VCBS 


e Changes to Vietnam Index Series had an impact on trading volumes and prices of some stocks. 


In the third quarter of 2011, FTSE Index Company, owner of the FTSE Vietnam Index and the FTSE All-share 
Index Vietnam, announced in its FTSE Vietnam Index Series Quarterly Review that two stock tickers, MSN and 
|JC, would be added to the FTSE Vietnam Index and another stock ticker, PNJ, would be added to the FTSE All- 
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share Index Vietnam. FTSE also removed some other stock tickers from the two Indexes above. Speculators 
moved in advance of the official announcement. As a result, demand for the three stocks mentioned above 
surged, which soon led to a rapid increase in both trading volumes and prices. 


Figure 23: Prices and trading volumes of MSN, IJC and PNJ in the second half of 2011 
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Sources: VCBS 
e The majority of securities companies in Vietnam suffered losses in 2011 


The plunge of the stock market resulted in the fact that a large number of securities companies suffered from 
losses in 2011. Regarding the few profitable securities companies, their net incomes were generated mainly from 
activities other than major business lines of brokerage or proprietary trading. In order to reduce operating cost, a 
number of securities companies had to lay off staff, eliminate unprofitable services, and/or close transaction 
branches. In 2011 Vietnam Securities Depository had to issue warning to some securities firms of their insolvency 
state. 


Table 4: Stock prices and financial ratios of listed securities companies in 2011 


12m Market 
Price Cap 


3m Price 6m Price 
Change Change 


Foreign 


ownership Si 


Share Close ROE ROA Leverage 3m Avg 


P/E P/B 


code Price (%) (%) ae cms (%) (VND) (%) (%) (%) Volume 
SHS 3,200 -42.86 -45.76 -76.66 319.50 0.44 -4,082 0.00 0.43 -43.39 -25.73 0.90 515,961 1.30 
SVS 2,000 -45.95 -39.39 -76.74 27.00 0.19 -2,788 0.00 0.18 -23.53 -19.65 0.22 17,689 1.44 
VND 6,800 -40.87 -37.04 -71.67 679.69 7.83 -2,467 0.00 0.61 -21.12 -10.69 0.73 2,586,881 1.53 
SME 1,500 -63.41 -62.50 -88.28 33.75 0.61 -2,164 0.00 0.17 -14.86 -4.07 2.91 80,059 1.34 
SBS 3,100 -55.71 -66.67 -90.16 392.65 4.43 -1,812 0.00 0.31 -15.57 -2.91 3.20 92,983 1.11 
VIG 1,800 -60.87 -57.14 -80.22 61.44 1.09 -1,529 0.00 0.20 -16.84 -11.41 0.36 84,593 1.22 
VDS 3,500 -30.00 -56.25 -65.00 122.43 0.07 -1,353 0.00 0.38 -13.45 -3.97 2.08 3,340 0.87 
TAS 2,400 -36.84 -50.00 -74.47 33.36 4.42 -1,311 0.00 0.26 -12.99 -5.66 0.95 56,024 1.10 
BVS 8,900 -43.31 -40.27 -69.10 642.79 4.55 -1,177 0.00 0.60 -7.76 -5.73 0.35 493,083 1.17 
PSI 3,100 -51.56 -55.07 -76.69 185.51 15.52 -1,128 0.00 0.30 -10.18 -4.08 1.34 117,364 1.55 
wss 3,000 -46.43 -34.78 -71.15 150.90 2.32 -1,107 0.00 0.30 -8.54 -7.69 0.04 763,273 1.26 
APS 2,000 -58.33 -58.33 -84.13 78.00 0.29 -756 0.00 0.20 -7.48 -3.42 0.45 106,886 1.61 
AVS 3,100 -32.61 -34.04 -72.32 111.60 0.27 -666 0.00 0.47 -9.63 -7.73 0.12 236,040 1.57 
APG 2,600 -51.85 -40.91 -77.78 35.18 0.03 -566 0.00 0.27 -5.67 -5.41 0.08 13,048 1.02 
HPC 3,200 -30.43 -21.95 -68.93 127.02 1.54 -295 0.00 0.36 -3.39 -3.27 0.05 211,395 1.22 
VIX 4,300 -15.69 -29.51 -52.75 129.00 0.01 -277 0.00 0.37 -2.44 -2.06 0.41 1,412 0.78 
ORS 1,400 -65.85 -66.67 -84.27 33.60 0.02 22 ~=61.46 0.15 0.24 0.05 5.53 318,187 1.19 
BSI 6,300 -23.17 0.00 -42.20 544.95 0.52 163 38.58 0.74 1.51 0.43 2.24 61,044 0.41 
HBS 14,000 0.00 -1.41 -4.94 462.00 0.00 245 57.10 1.26 2.23 1.96 0.07 526,484 0.76 
ssl 13,700 -29.74 -18.34 -55.11 4,789.68 48.20 290 47.16 0.96 1.97 1.41 0.36 805,898 1.22 
GBS 15,300 1.32 21.43 12.50 206.55 49.00 401 38.08 1.33 3.55 1.24 1.71 141,746 1.10 
PHS 3,200 -27.27 -17.95 -70.91 96.00 49.00 722 4.43 0.34 7.39 3.66 1.28 5,011 1.04 
AGR 4,400 -43.47 -48.88 -64.14 929.28 0.30 730 6.02 0.38 6.52 1.48 1.78 35,770 0.93 
KLS 7,900 -33.05 -27.52 -51.53 1,599.75 8.53 833 9.48 0.65 7.10 6.82 0.04 2,875,864 1.23 
CTS 5,100 -22.73 -29.17 -55.26 398.15 0.22 932 5.47 0.47 8.84 7.23 0.21 79,361 1.31 
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IVS 4,800 -34.25 0.00 -28.68 77.28 0.06 1,957 2.45 0.48 20.94 11.77 0.27 40,764 0.90 
HCM = 14,000 se) C2 3.76 -38.59 1,394.68 49.00 2,704 5.18 0.83 10.62 7.46 0.60 85,099 1.29 


*Updated as of Q3/2011 


Sources: VCBS 


The prospect of Vietnam stock market in 2012 is not one of brightness. Many unprofitable securities companies 
may have to restructure, merge with or be acquired by other companies or just go bankrupt. This may have 
negative effects on the stock market’s movement and investor confidence in the short-term, however in the long- 
term this is considered as part of a natural selection progress toward sustainable development of the stock market. 


2012 VIETNAM STOCK MARKET OUTLOOK AND INVESTMENT RECOMMENDATION 


e Possibility of the scenario that strong and sustainable capital flow into the stock market in 2012 is predicted to 
be fairly low because of higher opportunity cost, compared to other asset classes, as well as the negative 
effects of the tightening monetary and fiscal policy. Cap on loans for non-productive sectors also diminished 
considerably the capital flow. 

e Attractions of Foreign Indirect Investments Fl 


Fil flows into Vietnam's stock market in 2112 would depend on two main factors. The first factor is the situation of 
global economy, which has high correlation with the progress of resolving public debt crisis in Europe. The second 
one is the stability of the local macro economy. In early 2012, it is predicted that there would be little chance of 
improvements on the two factors, hence new FIl is expected to be narrowed. 


e Threats of fund expiry and possible effects of regulations on open-end funds 


In 2012, a number of funds would go expired; therefore Vietnam stock market may witness large capital 
withdrawals. However, we expect that its negative effects might be minimized with suppositions that at maturity 
these funds’ managers may negotiate with investors regarding extension of their operations in Vietnam or deal 
with some of their strategic partners for transfering their portfolios. Furthermore, Circular No. 183/2011/TT-BTC 
guiding the establishment and management of open-end funds, which were just issued by the Ministry of Finance 
offers another option for expired funds to avoid divestment. 


There are some advantages of open-end funds over closed-end funds such as elimination of price discount vs 
NAV, higher flexibility and liquidity. Moreover, open-end funds are often actively managed. We suggest that this is 
quite appropriate in the context of Vietnam stock market, which is quite sensitive to new information. In conclusion, 
Circular No. 183/2011/TT-BTC is expected to help improve the market's liquidity somehow. 


e = Introduction of VN30 and its role as replacement of Vnindex 


A new benchmark, VN30 Index was introduced and officially launched on 6 February 2012. The index was 
composed of 30 stock tickers representing 30 listed companies on HOSE, accounting for 80% total market cap 
and 60% of total trading volume. To be selected for the basket of VN30, the tickers must meet certain 
requirements regarding market cap, free float and liquidity. This index will be reviewed every 6 months in January 
and July. 


VNS3O Index is expected to be a replacement of VNIndex in terms of tracking market performance. The advantage 
of VN30 over VNIndex was that it adjusts the weight of large market cap stocks to the free float and restrict the 
maximum weight of such stocks to a moderate limit of 10% total market cap. This method is expected to partially 
eliminate the influence of large-cap stocks over distortion of the index. However, within a short time, VN30 started 
to show its shortcomings and seemed to fail to fulfill the task long waited of better tracking the market 
performance. 
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e Transparency would improve upon a series of firm moves by the Ministry of Finance and securities market 
authorities 


On 10 January 2012 Minister of Finance officially approved of the securities market restructuring project. This 
shows the regulators’ efforts and determination to improve efficiency, financial capacity, corporate governnance 
and risk management of member securities firms, and support the sustainability of the market. Under this project 
financial health of securities firms would be under strict supervision and regularly be assessed by regulators based 
on financial security indicators defined in Circular 226. . 


Stock market authorities also took firm moves toward securities firms with financial trouble or violations of 
regulations regarding information release, and submission of reports. These indicate a step further in the progress 
of the authorities to improve transparency and regained the investor confidence in the market. 


e Prices, P/E and P/B of majority of stocks in Vietnam stock market are quite low 


On 30" December 2011, P/E and P/B ratios of all stocks in HOSE were 9.98 and 2.25 respectively, much lower 
than those at the end of 2007. In HOSE, P/E ratio of LargeCap stocks was 11.1, whereas this ratio of two other 
groups were much lower, respectively 7.7 and 6.1 for MidCap stocks and SmallCap stocks. The chart below 
illustrates the movement of P/E and P/B of all stocks in HOSE over the last 4 years. 


Figure 24: Movements of P/E and P/B of all stocks in HOSE 
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Sources: VCBS 


e Sectors that may gain in 2012 


2012 would be a tough year for companies operating in Vietnam. Enterprises would continue to struggle with quite 
high interest expenses, limited access to loans. In the hard times, we expect that there would be a significant 
differentiation of listed companies in terms of performance. Companies operating in consumer goods, consumer 
services, health care, and oil and gas Industry are predicted to have better performances. 


This is the appropriate time for long-term investment into Vietnam stock market. Good fundamentals should be 
selected criteria for such investments. In addition, large cap stocks are also recommended to be considered. 
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OVERVIEW AND PROSPECT OF SECTORS 
As BANKING SECTOR 
Banking sector in 2011 


Highlights of banking sector in 2011 


26/01/2011 CTG sold 10% stake to IFC. 


Interbank exchange rate increased from 18,932 VND/USD to 20,693 VND/USD. Variation range 


11/02/2011 
narrowed from +/-3% to +/-1%. 
21/02/2011 Lien Viet Bank merged with VPSC, forming Lien Viet Post Bank. 


Directive No.01/CT-NHNN requires banks to slow down the growing pace and reduce the 
proportion of loans to non-manufacturing sectors as compared to 2010 (down to maximum 22% by 


01/03/2011 f ae en 
30/06/2011 and 16% by 31/12/2011); aggressively cut down and gradually prohibit mobilizing and 
lending of gold. 

03/03/2011 Circular No.02/2011/TT-NHNN regulates the deposit interest rate of credit institutions to be no 


higher than 14%. 
01/05/2011 Circular No.11/2011/TT-NHNN prohibits fund mobilizing and lending of gold. 


Circular No.14/2011/TT-NHNN reduces deposit rate cap on USD to 2% p.a for individual and to 
0.5% p.a for corporate. 


02/06/2011 


20/07/2011 MHB made its IPO with initial price of VND11,000 per share. 
03/08/2011 Mr. Nguyen Van Binh became the SBV’s new Governor. 


Decision No.1925/QB-NHNN increases bank reserve ratio of foreign currencies to 8% for term 


26/08/2011 ; : 
deposit less than 12 months and to 6% for term deposits of 12 months and above. 


Circular No.22/2011/TT-NHNN cancels the limits on lending from mobilized fund regulated in 
30/08/2011 Circular 13 (19) and adjusted the risk factor of some assets in foreign currency used to calculate 
CAR. 


28/09/2011 Circular No.30/2011/TT-NHNN: Interest rate cap for VND demand deposits and VND term deposits 
of less than 1 month is 6% p.a, for VND term deposits of more than 1 month is 14% p.a. 

30/09/2011 VCB sold 15% stake to Mizuho. 

02/10/2011 2011-2015 Plan: Credit growth is limited to 3 times of GDP. 

08/10/2011 Circular 33 regulates risk factor for loans with gold collaterals to be 250%. 


Circular 35: Instructions on public disclosure. The SBV will announce regularly 5 ratios of the 
banking sector according to IMF standards. 


14/11/2011 
14/11/2011 Document No.8844/NHNN-CSTT: 4 groups of real estates to be financed to ensure social security. 
25/11/2011 Release the stages in Banking Sector Restructure Plan. 

01/12/2011 BIDV announces firm value on 1°‘ December and its plan to go IPO on 28" December. 

06/12/2011 Ficombank, SaigonBank and Vietnam Tin Nghia Bank merged. 


Regulating rates were adjusted for a number of times. Refinancing rate has increased to 15% p.a 
and interbank overnight lending rate went up to 16% p.a. 
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Tightening monetary policies, high interest rate, and tense liquidity were recorded. Credit and deposit 
growth reached lowest levels since 2000. 


The soaring of lending interest rate at the end of 2010 continued in 2011, causing the lending rate in 2011 to be 
above 17% at all times and reached as high as 23% — 24% at certain points of time. This was explained by two 
main reasons. First, high inflation rate pushed banks’ deposit rate up, sometimes to 18% - 19%, to attract 
depositors. Second, tightening monetary policies to control inflation and stabilize the macro economy caused 
liquidity problems for a number of small banks and drove them to get funds at any cost. As a consequence, not 
many firms could access this costly source of capital due to their worries of being unable to repay the loans. 


To resolve this problem, the SBV issued Circular 02 dated 03/03/2011 which regulates the cap of 14% on VND 
deposit rate quoted by commercial banks. However, many banks, under the pressure of tense liquidity, managed 
to break the cap by means of promotions and entrusted investment contracts. The VND deposit rate only fell back 
officially to 14% when the SBV issued Directive 02 dated 07/09/2011 regulating types of punishments towards 
violated banks for breaking the cap and addressed its persistent determination in implementing these measures. 


The mentioned movements have resulted in the lowest credit and deposit growth in 2011 since 2000. Credit 
growth stayed at 10,9% by the end of the year, including 10.2% growth of VND loans and 18.7% growth of foreign 
currency loans. Meanwhile, deposits grew by 9.89% compared to 27.2% of 2010, including 1.6% increase in Hanoi 
and 10% in Ho Chi Minh. M2 in 2011 also increased by only 9.27%, much lower than 23% in 2010. 


The improper capital flow in the capital market was another factor slowing down the credit growing pace. As loan 
growth in 2011 was limited to 20%, some banks accelerated its lending from the early 2011 to take advantage of 
the high interest rate base, which led to surplus capital in these banks in the year end when credit room was full. 
Meanwhile, some other banks with available credit room did not have enough funds to meet all lending demands. 
Furthermore, strict regulations in Circular 13 and 19 have become hurdles for these two bank groups to exchange 
their funds via the interbank market and provide capital to the economy. The situation was only improved when 
Circular 22 was issued in August, lifting the cap of 80% on LDR ratio and the G12+1 group of bank was set up 
with a commitment to bring lending rate down to 17% - 19%. 


In addition to high interest rate and liquidity problem, intrinsic difficulties of the economy also contributed to slow 
credit growth in 2011 as many firms fell into recession or bankruptcy. By the end of September 2011, the number 
of firms that stopped operating, paying tax or went bankrupt and closed had reached nearly 49,000; up by 28% 
compared to 2010 and included 5,800 bankrupt firms. As a result, demands for bank loans decreased, dragging 
the credit growth down. 


Figure 25: Credit, deposits,GDP growth 2000 - 2011 Figure 26: VND offered interbank rate (%) 
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Positive changes in credit composition: decrease in loans for non-manufacturing sectors and increase in 
loans for agriculture and supporting industries. 


The SBV issued Directive 01/CT-NHNN requiring credit institutions to reduce their loan proportion for non- 
manufacturing sectors to 22% by the end of June 2011 and to 16% by the end of 2011. According to the SBV’s 
report, there were still a number of banks having the proportion staying around 17% - 19% by the end of October 
2011, of which loans for real estate accounted for 85% - 90%. This indicated that these banks could hardly 
manage to reduce the figure to 16% by the end of 2011. However, applying the SBV’s new method of classifying 
loans for non-manufacturing sectors, which excluded four groups of real estates from the calculation, might have 
enabled many banks to meet this requirement. 


The SBV also required commercial banks to have at least 20% of total loans for agricultural sectors. Banks that 
have the proportion of agricultural loans below 20% were required to transfer the remaining funds to Agribank for 
the purpose of agricultural lending. This change was considered as a sensible step in reducing risks for the 
banking sector in the situation when a great amount of capital flew into sectors of high risks in recent years and in 
creating a healthier and more stable credit composition. 


Non-performing loans. 


Although the NPL ratio for the whole year 2011 has not been released, it was estimated to be around 3.6% - 3.8% 
by the SBV Governor in the parliamentary question session in late 2011. Also, by the end of October 2011, the 
NPL ratio had reached 3.39%, equivalent to VND85,300 billion and was up by 1.2% from 2.19% in 2010. However, 
although NPLs kept going up in Q4.2011, causing banks’ provision expenses to increase significantly, many banks 
managed to achieve optimistic business results. This has somehow eased people’s worries about NPLs. 


It is noteworthy, however, that the loan classification method is not consistent among banks and there is a big gap 
between VAS and IAS, which might cause the actual figure for NPL ratio to be much higher than the reported one. 
This is the key problem that needs to be considered in the process of improving the transparency of the banking 
sector in 2012. 


Figure 27: NPL ratio of the banking sector Figure 28: NPL ratio in Q3.2011 of some banks 
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Source: VCBS 


Forex market was stabilized, pressure on exchange rate eased but still existed. 


Credit growth of foreign currency (FC) was much higher than that of VND in early months of 2011 due to the large 
lending rate spread between FC and VND, driving firms to borrow foreign currencies to cut down interest 
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expenses. Furthermore, FC deposits experienced a downward trend in 2011 as a result of the SBV’s various 
measures to stabilize the forex market, including tightening the forex trading in the free market, increasing the 
required reserve ratio for FC from 6% to 8%, decreasing the interest rate for required reserve of FC deposits and 
setting up a cap of 2% on USD deposit rate. Accordingly, FC deposits reported negative growths of -1.96%, - 
3.62% and 3.29% respectively in May, June and July 2011. This caused significant pressure on the exchange 
rate. 


In response to this issue, the SBV has required Groups and SOEs to sell their FC to banks, issued Circular 07 
restricting types of entity eligible for borrowing of FCs and strictly controlling FC lending by requiring credit 
institutions to regularly report their FC lending status. As a result, the gap between FC lending and deposits was 
narrowed from USD7.3bn in July to USD5bn in October 2011. 


2011 also witnessed a more flexible way in controlling exchange rate with more popular use of forward contract 
and forex trading via a third FC. In September and October, the SBV continuously sell an estimated amount of 
USD2bn to narrow the exchange rate gap between the official market and the free market. This action was 
followed by 15 flexible adjustments of exchange rate in accordance with market movements. At the same time, 
forex trading via a third FC reappeared after being banned in the two previous years, which enhanced the FC 
supply and smoothed the forex trading. In addition, many firms were attracted by the high VND deposit rate of 
14% and entered into forward contracts to sell their available FC to banks for VND, instead of speculation. Some 
firms also entered into spot contracts with banks to revolve their FC. Accordingly, FC supply and demand became 
more balanced. 


Along with the SBV’s measures to stabilize the forex market, some other macroeconomic factors also contributed 
to the movement of exchange rate, including trade deficit (USD9.5bn in 2011, USD2.9bn lower than that of 2010), 
foreign reserve (USD15bn in 2011, up from USD12bn in 2010) and FDI disbursement (USD11bn in 2011, equal to 
that in 2010). The positive trend in these figures has helped to ease the pressure on the current exchange rate. 
Most recently, the SBV Governor estimated the exchange rate fluctuation in 2012 to be around 3% given optimistic 
economic expectations like exports expected to keep soaring and balance of payments surplus to be around 
USD8bn. However, the trade deficit and inflation rate forecast of 2 digits might be the key factors causing pressure 
on exchange rate. 


Positive change in policy making: more flexible and open to market movements. 


Mr. Nguyen Van Binh became the new SBV Governor, replacing Mr. Nguyen Van Giau since the beginning of 
August 2011. From that moment onward, Mr. Binh has been well-recognized for his new and more market-driven 
policies for the banking sector. Outstanding features included: (1) the adjustment of Circular 13 and 19 to smooth 
the capital flow in the market, (2) strict supervision in the implementation of the cap 14% and punishments for 
violating banks, (3) the establishment of G12 bank group to enforce banks’ commitment to new policies and (4) 
kicking off the restructuring of banking sector, starting with the merge of three banks of weak financial capacity 
(Vietnam Tin Nghia Bank, FicomBank and Saigon Bank). 


Furthermore, regulating rates were prudentially adjusted and in line with market movements at certain points of 
time. The SBV’s most recent decision on 2012 credit growth also received positive feedbacks from the public. In 
details, the limit on credit growth of each bank in 2012 will be set differently based on their ratings made by 
supervising and inspecting authorities. Basically, banks with better performance, financial capacity and 
management will be allowed to lend more than other banks. This step was expected to motivate banks to improve 
their management and operating efficiency in order to have more opportunities of growth in the coming years. 
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Major events in shareholder change and M&A of banks. 


SOCBs: 2011 witnessed the IPO of two SOCBs, namely MHB and BIDV. While the success rate of MHB’s IPO 
auction was low with 27.64% due to the regulations on share transfer limit, BIDV’s IPO auction was totally 
successful thanks to the Bank’s prestige. Up to now, Agribank is the only SOCB left that has not gone IPO. 


Two former SOCBs, namely CTG and VCB, have both sold their stake to foreign strategic partners in 2011. CTG 
sold 10% stake to IFC in January 2011 and planned to sell another 15% stake to Bank of Nova Scotia in the 
coming time while VCB sold 15% stake to Mizuho, which is the one and only foreign strategic partner of the Bank. 
This was considered a big step for the two banks in improving their financial capacity and lowering their 
dependence on the State. 


JSCBs: STB experienced the largest change in shareholder composition in 2011 and early 2012 when its major 
shareholders gradually divested. Dragon Capital sold their 8.17% stake of STB in July, followed by REE with its 
transfer of 3.92% stake to a group of domestic investors in November 2011. Most recently, ANZ announced to sell 
its total 9.6% of STB shares to EIB in January 2012, increasing EIB’s stake in STB to 9.73%. 


In terms of M&A, 2011 ended with the merge of three banks, namely FicomBank, Saigon Bank and Vietnam Tin 
Nghia Bank. This was the second M&A of the banking sector after the merge of Lien Viet Bank and Vietnam 
Postal Saving Service Company (VPSC) but was the first event of the restructuring process. According to the SBV 
Governor, there might be 5 — 8 more banks to be merged in 2012. 


Banking sector prospect in 2012 


The cap on deposit rate might be adjusted downward but only when all related conditions are favorable. 
Although deposit rate cap was considered a temporary and administrative measure, the SBV planned to keep 
applying it by at least the end of Q2.2012 when the liquidity tense in the banking sector was eased. Currently, 
many banks still find it difficult to attract VND deposits under the cap of 14%. In addition, credit growth in 2012 was 
estimated at around 15% - 17% with lending priority for agricultural sectors, implying that firms in other sectors 
might face further difficulties in accessing loans from banks. Also, banks’ profit might be affected by this shift in 
loan structure. Therefore, inflation is not the only factor to consider whether to lower the interest rate cap. The 
liquidity of the banking sector and other economic factors also needs to be taken into consideration to ensure that 
the overall economy will be protected from negative impacts that might arise. 


Dealing with NPLs will be 2012’s focus. A tight monetary policy will continue to be applied in 2012 based on 
economic signals of this year. Thus, the pressure on fund mobilization of banks, particularly small banks, is still 
expected to be the outstanding issue in 2012, motivating banks to strengthen their debt collection and bad debt 
liquidation. This, in turn, might become a good signal for NPLs to be improved. Additionally, handling with NPLs 
was considered one of the major focuses of the current restructuring process. Therefore, NPL ratio is expected to 
be lowered in 2012. Finally, the SBV will regularly publish five out of twelve figures on the operation of the banking 
sector from 1/4/2012, including CAR, ROA, ROE, NPL ratio and loan composition by sector, to increase the 
transparency of the system. Accordingly, people will be more aware of banks’ NPL ratio, which requires banks to 
improve their asset management quality to maintain customers’ trust. 


However, firms’ ability to repay loans is worsening due to low access to capital and gloomy business conditions. At 
the same time, the SBV has not come to any specific solutions to the NPL problem, apart from provisions available 
in commercial banks. Therefore, we believe that the NPL ratio in 2012 might go down, but still stay at a high level. 


Restructuring to increase financial capacity, transparency and compliance of the banking sector is the 
ultimate goal in 2012. Apart from the application of a series of regulations on prudent ratios, liquidity and 
provisions, the requirement of increasing minimum chartered capital to VND5,000 billion in 2012 and VND10,000 
in 2015 has led to great pressure on banks. Thus, 2012 might witness spontaneous merger of banks that cannot 
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meet the new requirement for chartered capital, in addition to assigned merger of banks according to the SBV’s 
restructuring route (5-8 banks are subject to M&A in Q1.2012). 


The restructuring process is also likely to cause changes in market share of banks when some new merged banks 
might have an equivalent capital size to current large banks like EIB, ACB, STB, Techcombank or MBB. In 
addition, this is the right time for large banks to enter into attractive M&As to strengthen its position and for the 
whole banking sector to achieve a healthier financial condition. Accordingly, small banks can exploit its strengths 
and large banks can restructure their investment portfolios to increase operating efficiency. 


Reclassification of banks with credit growth rates being allocated accordingly will support the banking 
system. SBV just issued Directive 01, which classifies the commercial banks into four categories namely healthy, 
average, below average and weak. Respective credit growths of 17%, 15%, 8% and zero growth were assigned to 
the banks accordingly. According to this Directive, banks in the last group could not have credit growth, and should 
concentrate on maintaining operations, collecting bad debts and restructuring their asset portfolios. Currently the 
list of banks assigned to this group is not publicized to avoid depositors’ worries and possible massive cash 
withdrawals. SBV will support these ailing banks’ liquidity through refinance and soon work with them on the 
restructuring scheme. 


Updates on outstanding banks in the sector 


2011 witnessed a clear differentiation between banks of strong financial capacity and small banks of weaker 
financial capacity. Liquidity problems, deposit rate cap and limits on credit growth have brought a lot of troubles to 
small banks and drove them into temporary illiquidity. Considering this fact, we recommend investors to invest in 
large banks with strong financial capacity like CTG, EIB and VCB. These banks have shown good performance in 
2011 and bright prospects in 2012. 


Table 5: Indicators of listed banks 


ey NPL NIM 
(VND bn) 

CTG 414,986 16,858 96.74 1.44 4.79 1.22 20.79 3,227 14,422 579 1.30 18,700 
VCB 333,735. «19,698 «72.13 3.94 4.04 1.38 16.19 2,750 14485 749 1.42 20,600 
ACB 264,000 9,377 43.61 1.07 2.85 1.03 21.70 2984 13,377 6.53 1.46 _19,500 
STB 150,527 9,179 64.40 0.56 446 1.30 13.97 2116 13,283 8.22 1.31 17,400 
EIB 146,857 «10,560 59.84 1.50 363 1.77 17.03 2510 14,485 582 1.01 14,600 
MBB 115,014 7,300 57.86 1.63 3.52" 1.56" 19.28* 2,345" 13,964 4.69 0.79 __11,000 
SHB _ 69,752 4,816 45.98 1.55 296 0.96 11.73 1,805 11,793 3.27 _0.50 5,900 
HBB _47,857 4,050 45.13 2.83 2.02 0.91 9.17 1,448 15,790 2.90 _0.27 4,200 
NVB 22,731 3,010 68.66 284 355 0.84 5.99 635 9,677 1260 0.83 8,000 
Sector 3.39 6.7 1.3 


Source: VCBS, data was of trailing twelve months up to Q3.2011, *: data 2010, **: price dated 10/01/2012 
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2. REAL ESTATE SECTOR 


Vietnam real estate sector experienced a tough year in 2011. The unstable macro economy and tightening 
monetary policies with limit on credit for the real estate sector have caused the market liquidity to decline. Many 
real estate projects were delayed due to shortage of funds. Lending rates remaining at a high level led to an 
increase in projects’ cost of capital and lowered the investment performance. Many projects have been completely 
or partially transferred as their owners were unable to raise enough funds to finance the construction. Thus, 
although housing supply is forecast to increase in the next 5 years, it might be negatively affected in the short run. 
In addition, the real estate sector has become less attractive than the other ones since bad debts in the sector 
have been rising while FDI in the sector plummeted in 2011. All these issues have led to the investors’ doubt 
about the real estate recovery in 2012. 


Shortage of funds is a big challenge for the real estate companies 


The downturn of the real estate market during 2011 was mainly caused by the Government’s tightening monetary 
policies. Right after of the announcement of Resolution 11/NQ-CP on controlling inflation and stabilizing the macro 
economy, the State Bank of Vietnam released Dispatch No. 2200/NHNN-CSTT dated 18/3/2011 requiring all 
banks to reduce the proportion of loans to non-manufacturing sectors (down to maximum 22% by 30/06/2011 and 
16% by 31/12/2011). The shortage of funds caused many projects to be suspended and liquidity of the market 
also dropped significantly. According to our investigation, a lot of real estate companies, particularly companies 
with ongoing projects, are currently running out of cash and facing difficulties. 


Tightening monetary policies, which limited credit for the real estate sector, have caused many companies unable 
to change their business plans in time to adapt to the situation. Normally, the payback period of a project depends 
on the progress of the project and product demand, thus in case the clearance process is slow and demand is low, 
the payback period will be extended, causing an increase in investment costs. For that reason, many projects 
were already transferred below the fair value. 


On the other hand, consumers are now having no interest in borrowing money to invest in the real estate sector 
due to the high interest rate, amid concerns about project progress and unclear trend of the market. At the 
beginning of November 2011, the State Bank of Vietnam excluded 4 groups of loan from non-manufacturing loans, 
including loans for property repairs and property purchases that are paid back by customers’ salary and wages; 
loans for building houses for sale and rent to low-end people and workers at industrial, economic and 
manufacturing zones; loans for building houses for workers at industrial zones with no rental fee or rental fees 
within regulated levels; and loans for projects being finished and delivered before 01/01/2012. Right after that, 
SBV reconfirmed the maintenance of tightening credit and with growth for non-productive sectors restricted by 
issuing Directive No 01 on 13/2/2012. Those measures had a big impact on the real estate market by cutting off 
the access of both builders and buyers to financing. Although four groups of loan from non-manufacturing are 
excluded but there are very few projects to be listed in these groups. Although this is a positive signal for the real 
estate market, we believe that this information is not strong enough to create significant changes in the market. 


Bad debts from the real estate sector are continuously increasing 


The outstanding loans for real estate were VND245,000bn by the end of June 2011, accounting for 10% of total 
loans for the whole economy. Bad debts accounted for 3% of total real estate loans, of which loans in Group 5 
(high possibility of loss) made up 40%. Notably, according to the National Financial Supervisory Commission, real 
estate loans were mainly made for Ho Chi Minh City and Ha Noi with 45% and 18% of total real estate loans, 
respectively. If the capital tense continues, those already invested funds, by either demand or supply parties will 
have high possibility of turning into bad debts. 
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Recent frauds in the financial markets mainly stemmed from unpayable real estate loans, which were the result of 
investors’ risky investments in the sector regardless of market liquidity during the asset bubble period. However, 
the negative impacts that might be caused by asset price bubble’s collapse in Vietnam are not terribly serious 
since the real estate secondary market of Vietnam has not yet developed and the securitization of real estate 
products are rare in the market as compared to some developed countries like USA, Japan and Hong Kong. . 


The project trading and transfering activities in the real estate sector are heating up 


Normally, an investment in a project may require 70-80% of capital borrowed from banks. Therefore, real estate 
companies are facing high pressure from the increasing cost of capital due to the high interest rate base. As can 
be observed, transferring activities are heating up recently as many projects are on sale (100% or partially). 
According to our investigation, most of projects being transferred belong to newly established real estate 
companies within the last 3-5 years in the market. Hence, companies of strong financial capacities have proved to 
possess outstanding advantages against weaker ones. 


FDI in real estate plummeted in 2011 


The leading position in attracting FDI of the real estate sector was transferred to other sectors in 2011. According 
to the Ministry of Planning and Investment, there were 919 new projects granted with investment certificates and 
324 projects were registered with the total capital of USD12.69bn by the end of November 2011 (down by16% y-o- 
y). The newly registered capital for real estate sector reached only USD464.13mn, ranked fourth in attracting FDI 
behind processing and manufacturing industry, electricity production industry and construction industry, which 
reported registered FDI capital of over USD1bn. 


Housing supply may strongly increase in the long term, but is likely to be affected in the short term. 


Total national housing areas have reached 1,000 million m? (urban: 320.7 million m7; rural: 737.6 million m*) while 
the average area per person is 12.2 m’. Currently, there are about 486 new urban areas, ranging from 20 to 1,000 
hectares per area, with the total planned scale of 74,057 hectares, many projects of which have been approved 
but not yet processed. Particularly in Ha Noi, after registered projects had been reviewed, 200 out of 750 real 
estate projects were planned to kick off during 2011 — 2013, including up to 60% of projects in building houses and 
new urban areas. Some projects have the construction areas of over 100 hectares, located mainly in Ha Dong 
(Hanoi), including Duong Noi (101.37 hectares), Geleximco (133 hectares), An Khanh South (181 hectares), An 
Khanh North (264.4 hectares), Thanh Ha A (195.51 hectares) and Thanh Ha B (193.22 hectares). 


Considering the fact that a series of projects have been granted with investment licenses, investors forecast the 
housing supply would exceed demand in the 2-5 coming years. However, as mentioned above, the shortage of 
fund has caused many real estate projects to be suspended or extended in timelines. Therefore, in the short term, 
the supply might still be lower than the Government's initial expectation. 


Prospect of the real estate sector in 2012 


The challenges mentioned above have led to investors’ concerns about recovery of the property market in 2012 
since signals for the upward trend are still not clear. In details, lending to the real estate sector has been loosened 
but to only a certain types of projects, lending rates remain at a high level, non-performing loans are growing and 
FDI in real estate declined. 


Nonetheless, Vietnam real estate is still considered as a potential market. According to Grant Thornton’s latest 
survey (Q4/2011) on the attraction of Vietnam private sectors in the next 12 months, the real estate remains high 
in terms of attractiveness. However, the overall level of investment attraction is lower than that in 5 previous 
surveys. 
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From our point of view, there might be some improvements in the market trend of real estate sector in 2012 for the 
following reasons. Firstly, the historical cycle of real estate market showed that the sector could enter a new 
growing phase after 3-4 years of adjustment and decline. Secondly, the real estate sector has opportunities to 
develop thanks to the expected stability of the Vietnam macroeconomy in 2012. Thirdly, the legal framework for 
Vietnam Laws on Land and House, which are current showing many shortcomings, will be improved towards a 
more sustainable development, thus helping to regain trust of both domestic and foreign investors. Lastly, the 
application of REITs, one of important financial tools for the real estate market, in Vietnam is being considered. If 
the plan is approved, REITs will clearly become an effective channel to mobilize capital for the real estate market. 


Investment rationale on real estate stocks 


During the year 2011, real estate stocks experienced a deeper plunge in price than the market average under the 
negative impacts of the tightening monetary policy and the freeze of the real estate market. Investors were more 
cautious with these stocks, showing concerns about the business results of the enterprises. Both stocks with 
negative profit like ITC and with positive earnings such as NTL, HAG, LCG, BCI, DIG, TDH, IJC, KDH, HDG and 
ASM showed the same trend of a strong decline in price. From our point of view, we forecast that the real estate 
sector may continue to face a lot of difficulties and recommend the investors to keep considering stocks with good 
fundamental indicators and high liquidity such as NTL, HAG, TDH and DIG. These stocks might quickly rebound 
when the market recovers. 


Table 6: Some real estate firms have good business performance 


Revenue Profit after tax 
Tickers 9M2011 2011P %Plan 9M2011 2011P %Plan 

VIC 1,126.68 5,151 21.9% 812.58 2,293 35.4% 7,075 5,862 15,991 
NTL 420.78 1,900 22.1% 77.23 591 13.1% 5,144 9,594 15,667 
HAG 2,351 3,600 65.3% 1,070 2,250 47.6% 4,028 4,815 1,953 
LCG 1,248 1,238 100.8% 146.12 134 109.0% 3,455 4,444 21,981 
BCI 150.9 1,284 11.8% 51.75 304.69 17.0% 2,263 4,216 23,616 
DIG 564.7 900 62.7% 105.23 320 32.9% 2,002 5,111 18,767 
TDH 371.3 832.4 44.6% 18.99 179.68 10.6% 2,352 4,767 34,565 
JC 486.4 1,513 32.2% 132.68 310 42.8% 1,240 6,667 10,786 
KDH 303 872 34.7% 27.67 206 13.4% 2,315 4,692 27,810 
HDG 450 1,200 37.5% 50.05 383 13.1% 2,294 3,358 15,080 
NBB 304.8 635 48.0% 60.39 160 37.7% 3,542 8,958 56,240 
ITA 327.3 3,128 10.5% 73.67 686 10.7% 1,410 2,003 17,128 

Cll 147.4 779.9 18.9% 112.41 396.8 28.3% 2,253 5,285 16,106 
DXG 240.4 400 60.1% 50.41 80 63.0% 3,125 2,500 11,522 
ASM 727.9 883 82.4% 79.46 N/A 3,542 4,568 17,043 
HDC 288.21 450 64.0% 52.52 N/A 3,492 3,846 22,710 


Table 7: Financial indicators of listed real estate companies 


Total 

Price +/-price Charter.Cap Debt/ P/E Gross profit/ 

assets 7 ROA ROE EAT/Sales 

(30/11/11) | 03mths (VND bn) Equity (TTM) Sales 
(VND bn) 

Real estate sector 8.38 2.81 7.3% 25.2% 49.6% 55.0% 
VIC 83.500 -22.7% 33.290 3.912 147% 11.8 5.22 9.3% 40.5% 70.6% 73.0% 
NTL 14.000 -23.6% 2.108 616 2% 2.82 0.93 15.1% 33.6% 32.7% 43.3% 
HAG 22.300 -37.3% 25.345 4.673 118% 5.56 1.15 8.5% 20.6% 41.1% 48.6% 
LCG 10.000 -29.7% 2.388 562 57% 2.95 0.46 8.4% 16.0% 12.2% 20.3% 
BCI 14.900 -11.2% 4.256 723 45% 6.27 0.6 4.2% 9.5% 31.2% 47.2% 
DIG 12.000 -11.8% 5.025 1.000 46% 6.24 0.67 5.9% 10.5% 20.9% 34.6% 
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TDH 12.100 -30.5% 2.342 379 50% 5.23 0.36 3.9% 6.8% 14.8% 36.2% 


JC 9.500 30.1% 4.076 2.742 22% 7.66 0.88 6.6% 11.1% 40.2% 45.4% 
KDH 25.000 -33.9% 3.092 439 77% 10.8 0.9 2.9% 6.6% 14.8% 31.8% 
HDG 13.000 -30.1% 1.679 405 12% 5.67 0.86 6.1% 16.9% 14.9% 19.9% 
NBB 45.000 -0.4% 2.424 180 116% 12.7 0.8 2.5% 6.4% 14.5% 22.3% 

ITA 7.200 -27.3% 9.367 3.426 33% 5.1 0.42 5.2% 8.3% 37.7% 36.2% 

Cll 21.300 -3.2% 4.856 751 278% 9.45 1.32 3.9% 13.1% 77.1% 84.3% 
DXG 11.400 -24.3% 1.009 260 103% 3.65 0.99 6.7% 20.3% 19.0% 63.0% 
ASM 22.800 -2.2% 1.507 99 72% 6.44 1.34 8.6% 20.1% 13.7% 20.5% 
HDC 16.600 -16.6% 1.192 239 68% 4.75 0.73 7.1% 16.1% 22.5% 31.2% 


Source: VCBS 
Bi STEEL SECTOR 


Highlights of steel sector in 2011 
High inventory vs. decreasing demand for construction steel 


Real estate sector, being classified among non-manufacturing sector, and restricted from access to credit, the 
main consuming market of steel, was frozen in 2011. Therefore, demands for construction steels in the last six 
months of 2011 dropped sharply. Specifically, the steel consumption was 326,000 tons in October (down by 29% 
y-o-y) and 330,000 tons in November (down by 37% y-o-y). December sale is forecast to stay unchanged as that 
of November with 330,000 tons (down by 25% y-o-y). Thus, the consumption of construction steel in the last six 
months of 2011 is forecast to reach only 2.2mn tons (down by13% y-o-y). 


From the third quarter of 2011 until now, the steel consumption has considerably decreased, causing steels in 
stock to rocket to the highest level ever of more than 800,000 tons. According to recent calculations, interest 
expenses for bank loans of steel companies ranged from VND200,000 to VND300,000 per ton, and accordingly 
VND160bn to VND240bn per month given the interest rate of 18%-20% and a high level of unsold stock. 


Prices of steel products are high while demand is low 


Although steel demand is low and steel material prices have declined significantly, steel producers maintain a high 
price level. Given the decline of the world’s steel material prices from October 2011 until now, the price for finished 
steelsis currently less than VND15.4mn per ton. However, the retail price in the market climbs up to VND18 mn 
per ton. 


In August 2011, steel manufacturers simultaneously raised the price by about VND1imn per ton. Trading and 
construction companies also expected the price to further increase, thus purchased more steel for stocking. 
Meanwhile, steel consumption reached as high as 483,000 tons in August (quoted at VND18.5mn per ton), before 
plunging back to 381,000 tons in September and 320,000 tons in October. As a result, trading companies and 
agents which already increased steel in stock could not improve their sale. However, steel producers have not 
reduced prices but increased the discount instead, from VND1 -1.5mn VND per ton, to keep the price of steel 
products at VND18.5 - 18.6mn per ton. 


The United States has begun a formal investigation into anti-dumping and anti-subsidy for Vietnam's steel 
pipe products in the U.S. market 


The steel pipe manufacturers in the United States have required the U.S. Department of Commerce to carry out 
the investigation into anti-dumping and anti-subsidy for steel pipe products imported from Vietnam. The listed steel 
companies in Vietnam that have been investigated include Huu Lien Asia (HLA), Vietnam Germany Steel Pipe 
(VGS), HoaPhat Group (HPG) and HoaSenGroup (HGS). 
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The reason for this requirement is that Vietnam's steel products exported to the U.S. market rapidly increased in 
recent monthswhile export prices were relatively low, thus affecting U.S. domestic steel production. Accordingly, 
the United States took measures to protect this industry. According to the General Department of Vietnam 
Customs, export turnover of steel pipe in the first 9 months of 2011 was estimated at USD61.3mn, accounting for 
only 4.8% of the total value of steel exports of Vietnam. However, according to the documents of US steel 
companies sent to the U.S. Department of Commerce, export sales of Vietnam steel pipes to this market reached 
USD34mn, significantly going up by 62.6% y-o-y. 


The U.S. companies have listed 17 types of incentives and support measures that, in their opinion, bring benefits 
to Vietnam's steel products. No alleged information on the dumping margin and anti-subsidy has been announced 
yet. However, there is a high possibility that the U.S. companies will require application of anti-dumping and anti- 
subsidy to the non-market economy on the case of Vietnam. The final decision is expected to be released on 5 
October 2012, along with tax rates applied to each Vietnamese related enterprise. 


Figure 29: World steel prices from January 2010 to present(USD/ton) 
600 Pe 
500 


S Sg SB FS KR So MN SC A SS BR So NW 
~ wr & se ww WK KX LK e 


¥ ye 


Source: LME 


Prospect of the steel sector in 2012 


In 2012, the government will continue to implement tight monetary policies to fight inflation and cut public 
investment. Therefore, the steel sector will continue to face difficulties and challenges as follows. 


Interest rates are likely to keep staying at high levels. As it is typical for most of the steel companies to have a high 
level of leverage, interest expense will remain a burden for the steel business as it continues to erode corporate 
profits in 2012. 

Real estate market is expected to be freezing and public investment to be maintained at low levels. The demand 
for steel will be reduced, causing the steel business to face a more fierce competition. 


Although facing immediate challenges, the steel sector is forecast to grow by 4% in 2012.This growth rate is much 
lower than that of previous years. 


In the unfavorable market conditions of 2012, steel companies that have advanced technology, active 
management of materials and goods, and strong distribution system are likely to survive and expand while other 
companies may edge toward dissolution. 


All things considered, we believe that there will be differentiation in the business result of steel enterprises in 2012. 
In details,large enterprises such as HPG, POM and HSG will possibly achieve business results in accordance with 
their business capacity while small businesses are likely to generate losses. Therefore, investors who are 
interested in steel stocks should consider recognized brands of the sector like HPG, POM, VIS and HSG, which 
have a strong distribution system, large market share and modern production technology. 
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Updates on some outstanding companies in the sector 


Table 8: Financial indicators of some listed steel companies 


Deker (VND bn) Cap (VND Seal prot ook 2) 
bn) margin 

HPG 17,321 3,178 1.3 8.7% 8.9% 21.5% 61% 4,761 23,274 3.4 0.7 16,100 
HSG 5,916 1,007 2.3 2.0% 3.0% 9.2% 54% 1,610 18,050 5.0 0.4 8,000 
POM 8,347 1,874 1.7 3.8% 56% 15.5% 63% 2,480 16,458 4.0 0.6 9,800 
DTL 1,709 501 1.2 10.6% 12.7% 27.4% 90% 4,435 16,708 3.5 0.9 15,400 
NKG 1,942 230 3.6 1.7% 3.2% 126% 96% 1,759 14,189 7.5 0.9 13,200 
VIS 1,170 300 0.9 3.8% 10.9% 249% 141% 4,793 19,892 2.4 0.6 11,500 

Steel sector 1.6 6.1% 7.3% 18.3% 4.2 0.7 


Source: VCBS 
4. RUBBER SECTOR 


Highlights in Q4 and the year 2011 


Figure 30: Movements of rubber price in Q4.2011 Table 9: Rubber price statistics 
6 a = Rubber type SMR20 SMRCV- SMRL 
5.5 == SMR 10 Aver price Q42011 
: : 7 
SMR CV (USD/kg) 3.56 3.89 3.78 
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+/- aver price Q32011 -21% -20% -19% 
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Source: Bloomberg 
Rubber price highlights in Q4.2011: A deep plunge 


The rubber prices on 29/12/2011 were around 3,000 USD per ton, down by 20% compared to those in Q3. The 
average rubber price in Q4 was reduced by 20% as compared to that of Q3 and went down by 12% y-o-y. This 
can be explained by the increasingly severe public debt crisis in Europe, the slower growth rate in China and the 
delay in production of some manufacturers in Thailand due to floods. All things considered, the picture of the 
world’s economy has turned gloomy, reducing the overall demand. At the same time, the supply significantly 
increased as Q4 is the harvest season of rubber, causing the prices of natural rubber to plunge. 


Rubber price highlights in the whole year of 2011: The prices fluctuated dramatically. 


Following the increasing trend of 2010, the first months of 2011 witnessed consecutive records of natural rubber 
prices, reaching the highest range at around 5,700-5,900 USD per ton on 18/2/2011. In the middle of March, the 
earthquake and tsunami in Japan reduced the rubber prices down to 4,000 USD per ton. However, the price 
recovered soon thanks to the high demand. On the other hand, the supply only rose slightly due to the bad 
weather, causing prices to go up. After setting a high record in February 2011, the rubber prices started to decline 
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due to the threat of public debt in Europe, slow growth in the United States, the tightening policy in China as well 
as manufacturing recession in Thailand. Overall, the average rubber price in 2011 was 30% higher than that in 
2010, which enabled companies in the natural rubber industry to achieve positive results in 2011. However, the 
natural rubber reduced significantly by 20% in Q4 and by 30% compared to the beginning of 2011 as on 
29/12/2011. 


Both import and export value of rubber established new high records in 2011. However, the cross-border 
trade had difficulties since the end of Q3/2011. 


In 2011, the plantation area of rubber extended by 60,000 ha in the North West, North East areas; increasing the 
total plantation area in the country to 834,000 ha, up by 11% compared to 2010. The output in 2011 reached 
812,000 tons, up by 8% y-o-y. 


Thanks to the high prices of rubber, export volume and value of this material reported positive results. According 
to the General Statistics Office (GSO), rubber export in 2011 was estimated to reach 816,000 tons (up by 4% y-o- 
y), equating USD3,223mn (up by 35% y-o-y). Accordingly, the rubber industry has completed its export target of 
USD8bn and become the second largest exporting agriculture product after rice. China was the largest export 
market of Vietnamese rubber (60%), followed by Malaysia, Taiwan, Korea and German. Exported rubber was 
mainly via borders and consisted of SVR 10, SVR 3L and synthetic rubber. 


The export activity experienced favorable conditions in the first quarter of 2011. However, the across-border export 
slowed down at the end of September as China applied many measures to control the cross border trading 
activity, forcing the Vietnamese sellers to reduce their prices, thus bringing advantages to Chinese importers. The 
export activity only recovered from the last week of 2011. This problem has indicated that it is crucial to expand 
the export market and increase exports via official channels. 


The export volume is usually higher than the exploitation volume as Vietnam often imports rubber from Thailand, 
Indonesia, and Cambodia and then re-exports. In 2011, Vietnam not only broke the record in rubber exports but 
also reported the highest level of re-exported one. In details, imported rubber reached 365,000 tons (up by 22% y- 
o-y) in volume or USD 952mn (up by 49% y-o-y) in value. 


The Ministry of Finance has adjusted the export tax rate of rubber. 


Accordingly, since 8/12/2011, tax rate for natural rubber latex, whether pre-vulcanized or not and latex in other 
forms (group 4001) is 3%; tax rate for synthetic rubber (group 4002) is 5% instead of 3% as before; tax rate for 
compounded and unvulcanized rubber in primary forms or in plates, sheets or strip (group 4005) is 3% instead of 
the current 5%. 


In 2011, the share prices of rubber companies declined slightly in line with the common trend of the stock 
market. Share liquidity declined strongly. 


The majority of rubber stock tickers decreased in liquidities by 50-80% in 2011. Liquidity of some good stocks such 
as DPR, TRC and PHR was still improved, but only slightly in Q4. The dominant stake of VGR and other large 
shareholders in rubber companies was considered the key explanation for their stock’s declining liquidity. In 
addition, prices of rubber shares also declined but to a lower extent than the market average thanks to positive 
business results. The highest price fall was recorded for TRC stock (-50%) while DPR’s stock price was reduced 
by 28% and the others’ was down by 20%. Besides the common downward trend of the market, the reduction of 
rubber prices since Q2, which affected rubber prospect, and the lower than expected dividend are two other 
factors explaining the price fall. 
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Figure 31: Movements of price and trading volume of rubber stocks 
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2012 Prospect 


As the macro prospect has not shown many optimistic signals, the price of rubber depends on the health 
of European and Chinese economies. 


Some good news of the world economy was recorded, including the lowest employment rates of the US within the 
last three years and the production improvement of China, Australia, German, India and the UK. However, the 
debt crisis in the Eurozone has not been solved, and the growth rates of the large rubber consuming countries like 
China, European countries, India, the US and Japan might decrease in 2012. Therefore, the rubber demand and 
prices might stay at a low level if the economy of the Eurozone and the world economy cannot recover. 


The international rubber study group (IRSG) forecast that the world demand in 2012 (for both natural rubber and 
synthetic rubber) would be 27.6 million tons, including 9% increase in synthetic rubber and 5.4% increase in the 
natural rubber. IRSG projected that the world’s production of natural rubber would rise by 8.2% in 2012. In details, 
the production output would reach 11.86 million tons, rubber demand would be 11.75 million tons and the net gap 
between demand and supply is expected to be 0.11 million tons. Meanwhile, the Association of Natural Rubber 
Producing Countries (ANRPC) forecast that the growth rate of natural rubber industry would be around 2.8-3.8%. 


We reiterate our conservative view stated in our previous Macro report that in the long term, the rubber 
prices are expected to be stable at over 3,000 USD per ton. The supply is projected to increase slightly and 
can be controlled by IRCO group. There are two reasons to support for the above opinion. Firstly, the rubber 
prices have reduced considerably from the highest levels. Secondly, there is still large demand for rubber thanks 
to the global growth of the auto industry, especially in China. Meanwhile, the supply is controlled by only a few 
countries and limited by possible adverse changes of weather. All in all, we suppose that the rubber prices would 
be stable in the following years. 


The advantages of Vietnam’s rubber export might be contracted in 2012 compared to 2011. As the prices 
are in the declining trend and not likely to bounce back to record high levels in 2011, rubber exports migh be 
negatively affected. The Ministry of Agriculture and Rural Development forecast that the export volume of 
Vietnamese rubber would be 880,000 tons but the export value may be around USD2.1 billion in 2012, USD1 
billion lower than that of 2011. 


The low possibility of declining rubber prices in Q1/2012: Although the decreasing demand and high stock of 
rubber might cause prices to go down, the rubber companies usually stop harvesting rubber during the period of 
February and April, which reduces the supply. Therefore, there is low possibility that rubber price would fall in Q1. 
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Updates on companies in the sector 


Despite a decline in Q2.2011, the average price of 2011 was still 30% higher than that of 2010, marking a 
successful year for natural rubber companies. The results of most companies outperformed their targets and 
increased significantly compared to 2010.The most impressive results belonged to DPR with the total revenue of 
VND920 billion, which was 2.4 times higher than that of 2010 and achieved 108% of the year’s target. PHR reaped 
VND921 billion of revenue, exceeding the target by 49%. Meanwhile, TNC managed to meet their 2011 target of 
revenue, which was adjusted upward by 51%, right in Q3.2011. 


As rubber prices have been in the downward trend, rubber companies are expected to set lower 2012 
targets compared to the results of 2011.As the rubber prices are in the declining trend and the weather is 
unpredictable, the companies in the sector would have fewer advantages thanwhat they enjoyedin 2011. 
Advantages that can be named include the ability to adjust labor cost based on revenue, low degree of leverage, 
high concentration on core business, and large capital source thanks to positive results in 2011. According to 
some enterprises, they can make profit if the rubber price reaches USD2,000 per ton or above. Therefore, we 
suppose the rubber industry may be potential in such macro conditions. 


Table 90: Financial indicators of listed rubber stocks 


Jee oe Debt) ROA lee 

we (VND bn) Equity ttm x (VND) 
DPR 2.086 430 41% += 29% + 32% += 42% ©«127% 15.740 37.714 29 1,2 46.000 
HRC —569 173 19% 25% © 22% +©=27% «105% 7.090 26.484 61 1,6 43.500 
PHR 2.864 B13 27% = 74% © 23% © 41% += «102% 8.170 20.124 32 1,3 26.000 
TNC 339 193 47% = 12% + 26% +=—-29% ©105% 4.584 15777 26 08 12.100 
TRC 1.299 300 42% «= 24% © 37% 46% +123% 16.082 34.894 21 1,0 33.500 


Source: VCBS,data updated up toQ3.2011 
(*) TNC’s plan was already adjusted upward by 51% 


Investment rationale: Despite challenges in 2012, rubber is still an attractive industry and enjoys a number of 
advantages in the current economic conditions. As the prices of rubber shares have fallen recently and PE ratios 
are rather low, we suggest investors to HOLD stocks like DPR, TRC. 


5. FISHERIES AND AQUACULTURE 


Despite a lot of difficulties (rising feed supply prices, adverse weather conditions, epidemics, technical trade 
barriers), fisheries and aquaculture sector still managed to enjoy high growth in 2011. Total production was 
estimated to reach 5,432.9 thousand tons, equalling an increase of 5.6% as compared to 2010, including 4,050.5 
thousand tons of fish (5.6%) and 632.9 thousand tons of shrimps (6.8%). 


Aquaculture 


Aquaculture acreage of 2011 was estimated to reach 1,048.1 thousand hectares, down by 0.2% against the 
previous year. Of the total, fish farming acreage accounted for 367.7 thousand hectares (increasing by 2.2%) while 
that of shrimps declined by 2% to 626.8 thousand hectares. The aquaculture production reached 2,930.6 thousand 
tons, recording an increase of 7.4% against 2010. 


The instable catfish supplies discouraged farmers from extension of the farming acreage. The inshore acreage 
was estimated to maintain 12.9 thousand hectares, declining by 2.2% compared to the last year. However, current 
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densely populated state of fish ponds helped push aquaculture production to 1,120 thousand tons, recording an 
increase of 9.3% against the previous year. 


High returns of tiger prawn production encouraged farmers to extend their acreage of production. However, 
inappropriate investments in infrastructure led to spreading epidemics dampening the production of this shrimp. 
Tiger prawn production declined by 3.7% against 2010. However, rising production of other types of shrimps, 
especially white leg prawns compensated for this loss, resulting in an overall stabilized production. 


Capture Fisheries 


Fishing production was estimated to reach 2,502.5 thousand tons, indicating an increase of 3.6% against last year, 
including offshore fishing of 2,300 thousand tons, and inshore fishing of 202.5 thousand tons. Favorable weather 
conditions, government support toward operations of large vessels, as well as effective cost-cutting schemes of 
the localities helped increase the fishing volume by large. 


Seafood Export 


According to VASEP, seafood export of Vietnam has reached USD 6.1 bn, increasing 21.5% as compared to 
2010, and tripling that of 2002. This is an encouraging result of Vietnam fisheries and aquaculture given the 
context of rising epidemics, bad weather conditions and bad effects of global economic downturn. 


Shrimps 


At the end of 2011, shrimp exports reached USD2.4bn in value. Shortage supplies in major producing countries 
such as Vietnam, Indonesia, China were the supporting factor toward the shrimp price. In fact, shrimp spot price 
in the US stood high at 6.7 USD/pound, far higher than 5.4 USD/pound in 2010. This price level was maintained 
throughout 2011. 


Despite the high price, import demands of major consuming markets such as Japan, EU, Korea was kept 
unchanged. In 2011, Vietnam exported shrimp products to 91 markets, collecting USD 2.4 bn, recording a 13.7% 
increase in value. Japan, the US, EU, China including Hongkong and Korea accounted for 81.7% of the total 
value. 


Mid July 2011, WTO’s decision that the zero method that the US used to calculate dumping margins against 
Vietnamese exporters was a breach of WTO regulations, and required the US to use an alternative. The CBPG tax 
rate that the imposed on shrimp exporters (generally higher than 25%) prevented Vietnamese enterprises to enter 
this market. WTO decision was a prerequisite which encouraged the US to remove this method in next 
consideration rounds and offered a great opportunity for non-dumping enterprises to withdraw from the sue. 


White leg shrimp, though still new to Vietnam, has found its leading position in the country’s export basket. In 
2011, white leg shrimp exports increased by 70% against 2010, reaching USD 704 mn. On the contrary, tiger 
prawns did not record any gain in value, approximately USD 1.4 bn, or equal to that of 2010. Spreading epidemics 
in Soc Trang, Bac Lieu, Can Tho and Ca Mau with infected acreage up to 81 thousand hectares droved tiger 
prawns down to rank after white leg shrimps, to be the leading export product in the basket. 


Catfish 


Catfish export value reached USD 1.8 bn, indicating 26.5% of growth against 2010. It’s noteworthy that catfish 
export maintained the double digit growth throughout while the volume just recorded single digit growth with two 
declines in February and July. Catfish volume for export was estimated to reach 600 thousand tons in 2011, 
showing 3% increase as compared to 2010. 


Major markets maintain stable demands while fluctuations did occur in small markets. The US and EU are still the 
top import markets which account for 47% of total expor value. While exports to the US increased by 87.7% to 
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USD 331.6 mn (indicating an increase of market share from 11% to 18%), the EU lost its percentage to 29% due 
to sluggish export to Spain (the largest catfish consuming market) dropped 9.4%. 


Table 11: Catfish Export Markets 2011 Table 12: Shrimp Export Markets 2011 
EU 526.086 -1 Japan 607.202 4.5 
USA 331.697 87.8 USA 558.526 1.3 
ASEAN 110.852 41.1 EU 412.89 20.3 
Mexico 109.048 26.4 China & HK 223.664 54.9 
Brazil 84.523 149 Korea 157.572 23 
Arab Saudia 58.567 48.8 Canada 82.986 17.2 
China & HK 55.488 29.2 Australia 80.403 -6.1 
Russia 51.833 0.5 Taiwan 73.627 18.1 
Others 477.566 23.4 ASEAN 48.184 54.7 
Total 1,805.658 26.5 Russia 19.979 124.3 
Source: Vietnam General Customs Others 131.061 30.9 
Total 2,396.095 13.7 


Source: Vietnam General Customs 


Threats and Prospects of Vietnam Fisheries and Aquaculture: 
Threats 
Unstable material supplies 


In 2011, total seafood production for export was estimated to reach 1.5 mn tons (in which fisheries and 
aquaculture respectively accounted for 30% and 70%). Supplies for export products included 500 thousand tons of 
shrimps (white leg prawns 200 thousand), 1.2-1.3 mn tons of catfish. The material supplies met the demand for 
export growth; however, shortage of capital for fisheries and aquaculture resulted in a shortage of material 
supplies to seafood enterprises. In 2011, these enterprises had to import material supplies worth approximately 
USD 500 mn to meet customers’ contracts. 


Hygiene qualifications of export products 


Major import markets set high requirements regarding the food hygiene and food quality. To meet the 
requirements, enterprises had to invest in the product control system. Effective product quality control requires a 
large capital expenditure and thus, not all enterprises can have it. Also consciousness of some enterprises 
regarding food quality was quite low, and negatively affecting the reputation of Vietnam seafood products. Some 
product batches, in fact, were returned by importers overseas due to the high level of antibiotics left in the 
products. 


Market development 


Despite its presence in more than 150 countries and territories, global economic instability might negatively affect 
the demand for seafood in the near future. To make matter worse, many countries resort to lifting the trade 
barriers to prevent imports. 


Access to bank loans 
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Investment in 1 hectare of fish pond requires a cash outlay of VND 4-4.2 bn; however, banks often offer maximum 
VND 2 bn with proper collaterals. Besides this, loans for aquaculture purposes were defined not to exceed 6 
months in term, while the process of fish farming is often longer than that. 


Prospects: 


Decision No. 332/QD-Tig was issued dated 3 March 2011 approving the plan to develop aquaculture of Vietnam 
with a view toward 2020. A number of important targets were set out as follows: 


Table 13: Some major targets in Decision No. 332/QD-Ttg 


Unit 2010 2015 
Aquaculture Production Mn ton 2.7 3.6 4.5 
Acreage Mn hectare 1.1 1.1 1.2 
Export Value Bn USD 3.5-4 5-5.5 


Export of seafood products has grown beyond any plans and expectations. Export value in 2011 reached 
USD6.1bn, far beyond the plan of USD3.5-4bn for 2015. This impressive growth required General Department of 
Aquaculture to draft a new plan for approval. To meet this new plan of targeting annual growth of 8-10%, export 
value of USD6.5-7bn by 2015 and USD8bn by 2020, the seafood export structure will need to be changed and 
concentrated on value-added products (which should account for 40-50% of the total export value). 


Vietnam has some prevailing advantages as follows: 


+ Over the year, fluctuations of the exchange rate often support the seafood export in terms of price and value, thus, 
increasing the profit margins. 

+ Rising demand for catfish in major markets after the global financial crisis eased including the US, EU, China and 
Hongkong. 

+ Vietnam seafood enterprises have become more active in handling bad smear campaigns against Vietnam catfish. 
In 2010, the World Wildlife Fund listed Vietnam catfish in the red book (not to be consumed) as it was not 
sustainably developing. VASEP responded quickly by providing them reliable proof and inviting their 
representatives to fishing farms of Vietnam to investigate the farming procedure. In this way VASEP succeeded in 
persuading the fund that Vietnam catfish is not one of the types to be placed in the red book and thus removed it 
off the list. Vietnam soon returned to the normal export of catfish with global certificates of Global G.A.P and ASC. 


Update of some enterprises in the sector 


Table 14: Financial Highlights of Enterprises in the Sector 


Jota St Net Prof ee eat EPS (VND) Price 

(VNDbn) — (VNDbn) arom (TTM) 10/01/12 
MPC 4,892.7 700 2.31 4.04% 6% ~—-19% 34.20% 3,770 20,833 4.83 0.9 17,400 
VHC 2,189.9 4715 _0.78 9.06% 16% 31% —120.28% 6,989 26,121 4.03 1.1 27,100 
ABT 547.7 ‘136.1 0.31 11.94% 16% 20% 88.24% 7,317 35,594 4.92 1.0 35,000 
AAM 358.5 113.4 0.28 9.6% 18% 21%  133.33% 5,872 30,736 3.68 0.7 22,200 
ACL 690.1 1101.17 9.13% 16% 42% 160.74% 6,192 17,267 2.76 1.0 17,200 
HVG 6,391.5 660 _—‘1.99 6.32% 7% 20% 90.42% 5,985 30,931 3.14 0.7 20,500 
AGF 1,640.8 128.6 1.49 3.2% 5% 12% —101.75% 6,077 51,582 3.04 0.4 17,700 
TS4 672.4 115 1.76 3.65% 4% 9% 36.67% 1,921 21,367 4.58 0.4 8,400 
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120 1.31 13.94% 22% 57% —2.2.2.22.% 9,915 21,043 2.77 1.3 28,500 
80 3.02 1.57% 5% 18% 31% 3,953 21,237 2.58 0.5 10,000 
7.75% 11% 23% 4.23 0.9 


Source: compiled by VCBS 
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DISCLAIMER 


This report is copyright of VCBS and is for the sole use of reference. VCBS is not responsible for any unwanted 
results when the information is used for trading. 
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